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Accountant-Lawyer Cooperation
By: Mary C. Valouch
New York Chapter A.S.W.A.

Since the beginning of World War II many
radical changes have taken place in our
country in the form of vast programs of ex
pansion in every field of endeavor— business,
commerce, finance, science, politics, and the
general economy. Our economy has shown
amazing growth, resulting in the enactment
of new laws and the revision of old ones
which, among other things, affected the finan
cial operations of businesses and produced
an increased burden on our business enter
prises which were mostly in the form of cor
porations. The shortages of services and labor
created by war conditions and subsequent
postwar adjustments added to the increased
burdens which these new laws imposed upon
the business community. This, in turn, had a
tremendous impact upon the legal and ac
counting professions which served the public
generally—particularly with respect to finan
cial reporting, management reporting, govern
ment reporting, etc., in the application of the
federal income tax statutes.
The proponents of the XVI Amendment
little dreamed that their brain child would
become the main support of not only the
Government of the United States but of the
entire free world in the short space of a half
century. That which started out as a mere
revenue-producing device has become with
the years a means of realizing social, economic
and political objectives. Little did the advo
cates of the XVI Amendment dream of using
the income tax laws to put gangsters behind
bars. And the same may be said with respect
to encouraging charities, fostering trade in
certain geographic areas, providing relief to
certain industries, and other social, economic
and political concepts. And, of course, our
Marshall Plan, our present foreign aid and
Alliance for Progress, and all other interna
tional ventures, including our Space Programs,
depend upon the tax revenues raised by our
tax laws—85% of which are derived from in
come taxes.
Caught in this tremendous increase of func
tions and purposes of the income tax laws
are the attorneys and accountants. Whereas
formerly each went about his business without
interference by the other, we now find them
in a spirited debate seeking to determine
what part of the income tax laws are in their
exclusive jurisdiction.
From a simple cash basis concept that was
evidenced in the first Revenue Act under the
XVI Amendment, we now have complicated

accrual concepts and intricate computations
never dreamed of at that time. Of course, the
excess profits taxes of World War II and of
the Korean War added further complications
in both accounting concepts and tax compu
tations. And the press is full of, and the Fi
nance and Ways and Means Committees has
been busy with—new concepts of investment
credits, the taxation of foreign incomes, divi
dend and interest withholdings, etc.
Also not to be forgotten is the change from
the simple original concept of accrual account
ing to averaging out over a period of as much
as seven years the operations of a single enter
prise for income tax purposes—the carry-backs
and carry-forwards.
Various complications have arisen and in
creased over the years but it suffices to point
out that the first income tax law under the
XVI Amendment covered no more than 6
pages whereas the 1954 Code covers about
1,000 pages. Of further interest, on July 1,
1962, the Internal Revenue Service celebrated
its 100th Anniversary. Comparative figures
go back only to 1866. They show that the
new Service at that time had 4,461 employees
and collected $310 million in taxes. For the
year ended June 30, 1961, the Service had
53,680 employees and collected over $94
billion in taxes. Then, the country’s popula
tion was 36.5 million; in 1961 it was an esti
mated 184 million.
The application by the taxpayers and ad
ministration by the Government of these tax
laws require the knowledge of accounting. The
more the changes in the tax laws, the more
the variations from generally accepted ac
counting principles, the more complex became
the transition from book net income to taxable
net income. Business found that it had to rely
more heavily upon the services of its account
ing departments because the impact of taxes
on the financial results of a corporation were
indeed significant. So much so that the suc
cess or failure of many business transactions
were determined in the light of the tax ef
fects. As the tax laws became more complex,
the need for competency and proficiency in
their interpretation and application became
more acute. As a result of this demand, there
developed among the accountants individuals
who concentrated their efforts in the tax
field.
Harrison Tweed, a partner in a New York
City law firm, in an article in the May 1962

American Bar Association Journal, noted that
the tax field was one of several in which there
developed what he referred to as quasi-pro
fessionals or “specialists.” Because of their
specialized knowledge this group was capable
of rendering valuable services to the public.
They prepared tax returns and, when neces
sary, negotiated with the Internal Revenue
Service in settling tax controversies. This
“hybrid professional” found that the success
ful performance of these duties produced
happy clients who were willing to pay liberal
fees; the clients found that in this particular
area they were receiving services to their
satisfaction. In the beginning, the lawyers
raised no objection to this state of affairs,
because many felt it was beneath their dignity
to give serious attention to this phase of the
law. In fact, some turned over tax problems
to the accounting profession until they real
ized that they were losing out on a lucrative
business.
After World War II, with the increased
complexity of the laws and the increased rates,
lawyers became more and more aware of this
situation. So much so, that in the litigation
which started more than ten years ago on the
subject, they strongly asserted the monopoly
of lawyers to practice law.
The Bercu1 case was the first such case
litigated in the State of New York. The
Agran2 case, a California case, which followed,
however was considered the most serious
threat to the profession of accounting. It was
the first time that a C.P.A. was charged with
the unauthorized practice of law for perform
ing acts authorized by the Treasury Depart
ment.
Thereupon the two respected professions
engaged in a bitter battle over where did the
law end and where did accounting begin. It
was believed that a definite line of damarca
tion had to be established to end the conten
tion. In addition to judicial actions, much
was written and debated about the subject
but every attempt to distinguish one from the
other failed of definition.
Referral to the generally accepted defini
tions of accounting and law were of no help.
The American Institute of C.P.A.s, defin
ing the principles and standards of the profes
sion, has defined accounting as follows:
“The art of recording, classifying and
summarizing in a significant manner and
in terms of money, transactions, and
events which are, in part at least, of a
1Bercu 273 App. Div. 524, 78 N.Y.S. 2d 209, 220
(1948) aff’d, 299 N.Y. 728, N.E. 2d 451 (1949)
2Agran v. Shapiro, 127 Cal. App. 2d 807, 273 P.
2d 619, 623 (1954)

financial character, and interpreting the
results thereof.”
But, the principles of accounting laid out by
the Institute are not statutory in character.
A generally accepted definition for law is
one handed down in 1893 in the Eley v.
Miller case:
“The doing or performing services in a
court of justice, in any manner depending
therein, throughout its various stages, and
in conformity to the adopted rules of pro
cedure. But in a larger sense it includes
legal advice and counsel, and the prepa
ration of legal instruments and contracts
by which legal rights are secured, al
though such matters may or may not be
depending in a court.”
Between the two fields lies that of Federal
income taxation. Unlike the art of account
ing, but like the law profession, income taxa
tion is founded on statute, elaborated and in
terpreted by administrative regulations and
rulings and construed by court decision. But
the statute itself requires the application of
accounting principles. Therein lies the nub
of the controversy between the accountant
and the lawyer.
A better understanding of the legal con
text under which the two professions operate
may help. Both an attorney and a C.P.A.
must meet state licensing requirements. A
non C.P.A. accountant, however, may lawfully
practice accounting as an “accountant,” “pub
lic accountant” and “auditor,” as long as
“Certified Public Accountant” is not used. An
attorney or any layman may legally render
counsel and advice on accounting matters
but only a lawyer can advise on legal prob
lems. The accountant or C.P.A. who advises
on the legal aspects of any accounting prob
lem and any legal problem would be practic
ing law illegally.
The Treasury Department’s attitude on the
subject has only tended to aggravate the con
fusion. While the Department has recognized
the C.P.A. as a professional, it has made
it perfectly clear that the preparation of
federal income tax returns and enrollment be
fore the Treasury is not restricted to members
of any particular profession or vocation.
The legislature and courts have likewise
indicated disapproval of granting anyone the
exclusive right to perform such technical serv
ices as bookkeeping and preparation of federal
income tax returns. The only functions ex
clusively within the domain of C.P.A.s and
the licensed public accountants would be the
certification of statements on which third
parties may rely.

Because of this dissension both professions
have come to realize that their functions sup
plement each other and they have recognized
the fact that voluntary cooperation between
them is preferable to a continuance of the
conflict. Attempts have been made and are
continuing to be made to reconcile their dif
ferences.
In 1951 a “Joint Statement of Principles
Relating to Practice in the Field of Federal
Income Taxation” was approved by the
American Institute of Accountants and the
House of Delegates of the American Bar As
sociation outlining an approach to the dis
position of the problem.
Among other things, the statement states
that only a lawyer may prepare legal docu
ments and condemns the use of the title “Tax
Consultant” or “Tax Expert” by an account
ant. It recommends that both lawyers and
certified public accountants may represent
taxpapers in proceedings before the Treas
ury Department. It further recommends that
if questions of law arise, a C.P.A. should ad
vise his clients to seek the advice of lawyers
and vice versa when accounting questions
arise. It further states that the services of a
lawyer should be obtained where claims for
refund are to be the basis of litigation, and
when a taxpayer is being specially investi
gated for possible criminal violations of the
income tax law. And, if a formal notice of
deficiency is issued by the Commissioner, the
advice of a lawyer should be sought before
further proceedings are contemplated.2
The concluding paragraph indicates the gen
eral spirit which existed when the Statement
of Principles was drawn. It says:
“This Statement of Principles should
be regarded as tentative and subject to
revision and amplification in the light of
future experience. The principal purpose
is to indicate the importance of voluntary
cooperation between our professions,
whose members should use their knowl
edge and skills to the best advantage of
the public.”
Although this Statement is of little con
crete value and carries no legal effect, it
evidences the cooperative spirit of the two
professions and has encouraged subsequent
meetings.
More recently, in 1959, a formal agreement
between the New York State Society of
C.P.A.s and the New York Bar Association
was made wherein both bodies concurred in
and ratified the aforementioned 1951 State
ment of Principles.

349 Kentucky Law Journal 549 (1961)

This indeed was good news—in the space
of only 10 years—following the bitter an
tagonism shown on both sides in the Bercu
case there emerged the first agreement of its
kind in the Empire State.
One might gather from the aforementioned
that a highly desirable service to the public
would be an integration of these two highly
interdependent fields into a so-called “pack
age service.” But this has met with opposition
within the law profession. Legal authorities
have adjudged this dual practice entirely un
acceptable. This tempest in a teapot has been
fomenting for years. Very briefly the back
ground is as follows:
In 1958 the National Conference of Law
yers and C.P.A.s had proposed a Code of
Conduct on dual practice but no agreement
could be reached. The accounting profession
would not veer away from a decision pub
lished in 1946 by the Committee on Pro
fessional Ethics of the A.I.C.P.A. which
sanctioned dual practice and concluded that
the practice of law is not inconsistent with
the practice of public accounting.
More recently, in July 1961, the Commit
tee on Professional Ethics of the A.B.A. made
public its opinion on the proper behavior in
such situations. This opinion is an author
itative disapproval of dual practice based
primarily on the indirect solicitation and
feeder aspect of such practice. The lawyerC.P.A., the opinion states, must make a choice
as to the profession he wishes to be identified
with and must drop the other.
Some practitioners do not agree with this
opinion because it would deter the develop
ment and availablity to the public of a
worthwhile hybrid profession; some have
stated that the troublesome areas of dual
practice could be corrected by broadening the
canons concerning conflicting interests; others
felt that objection to the conflict of interest
could be removed by the cooperation of the
accounting profession if it would limit certi
fication of audit statements to cases where
no legal work is done for the client; still
others have admonished that the A.B.A. should
face facts and instead of blocking dual quali
fication, admit that many lawyers are not
competent to handle difficult tax matters and
take steps to identify the competent by per
mitting a controlled specialization.
After a certain amount of soul-searching,
some members of both professions have recom
mended more specialization for their respec
tive professions. The May 1962 issues of the
Journal of Accountancy and the American Bar
Journal, the voices of their respective profes
sions, carried articles on this subject.

Mr. Elmer Beamer, C.P.A. and partner of
Haskins & Sells, stated:
“Perhaps thirty years ago the body of
knowledge of the accounting function and
the common body of knowledge of C.P.A.s
or what a C.P.A. should know were one
and the same thing. Today, however, the
expanding accounting function calls for
more and more specialization. Let’s agree
that no one C.P.A. could have command
of the whole body of knowledge of the
accounting function.”
Mr. Harrison Tweed, partner of a New
York City law firm and former President of
the Association of the Bar of the City of
New York, points out this necessity stating
that many lawyers have learned that most
clients require a proficiency which the lawyer
cannot give without a certain amount of
specialization. He further states:
“No lawyer has the right to complain
that another [lawyer] secures professional
advancement because he has given him
self a better education or has acquired
more expertness. The more that lawyers
secure clients because of their qualifica
tions, the better.”
* * * * *
“The most important thing of all is that
[lawyers] work for a reversal of the tradi
tional opposition of American lawyers to
specialization, and that they show a will
ingness-more than that, a desire and
determination—for once, before it is too
late, to make an intelligent and intensive
effort to meet, rather than to ignore,
a crucial problem.”
As troublesome and irritating as these con
troversies have become, many advantages have
been derived therefrom. They have paved the
way for a better understanding of the prob
lems between the accounting and legal pro
fessions leading to agreement of voluntary
cooperation on both a national and state level;
more attention has been focused upon ethical
matters resulting in the raising of the standards
in the accounting profession; better servicing
of the public interest has resulted because of
a recognition by both professions of the need
for specialization; the accounting profession
has been able to meet specific demands of
business management by contributing men of
higher calibre to top-level positions.
Although these two professions have reached
a “cease-fire” agreement for the time being,
what can be done to bring about permanent
peace?
The foregoing discussion has mentioned
two factions—the accountant and the lawyer.

But there is a third faction often overlooked
by those who pass upon these controversial
factors which is by far the most important—
the client who exerts tremendous influence
because he has the final say. True to the State
ment of Principles an accountant may recom
mend a C.P.A. or an attorney, or both; or a
lawyer may recommend a C.P.A., but it is
the client’s decision that prevails. For vari
ous reasons of his own, probably financial,
psychological or personal in nature, he may
not choose to follow the recommendations made
to him. Or, maybe due to ignorance, he may
feel that he is capable of carrying on—un
knowingly to his detriment—and willing to
take his chances. An attitude like this to one
familiar with tax laws may seem very remote
today when businesses are making every effort
to control their third highest cost—taxes. But
more money is paid to Uncle Sam by corpo
rations and small businesses because they re
fuse to recognize the importance of the tax
accounting function to business. In most in
stances, this attitude originates with the edu
cational institutions which fail to see that tax
training is a vital part of the business realm
and therefore do not include in the required
curriculum any courses in income taxation.
However, this is to some extent offset by the
leading universities of a specialized nature
which give some extremely fine courses lead
ing to a Masters Degree in taxation, such as
Georgetown Law and New York University
Law.
Not too long ago a sampling of opinion
made at the Harvard Law School revealed
that students were completely unaware of the
existence of a Tax Manager or Tax Executive
in the corporate structure. For over five years
the Tax Executive Institute has tried to foster
educational programs and to impress business
management with this need.
Here lies the crux of the whole problem.
Individuals who expect to embark upon a
business career should start their tax education
at the lowest levels possible—schools, univers
ities and industries. In this field, in addition
to the accounting principles and an understand
ing of the taxing statutes, he should be taught
to distinguish between matters that are within
the bounds of professional competence and be
able to make decisions on the authorities to
be sought.
Thus, he, the public, and the businesses will
benefit from the results gained by the legal
and accounting professions through many
years of cooperation and conflict. Because,
what good does it do to have the professions
realize the need for cooperation, specializa
tion, etc., if the person responsible for making
(Continued on page 12)

Income Tax Accounting Versus
Accounting Theory
By: Frances D. Britt, C.P.A.
Costello and Marshbank
Seattle, Washington

Accounting is a mirror, a continuing mirror
in dollars, of the financial data of a business,
compiled to meet the needs of management,
investors and the public. Should this mirror
be distorted by tax accounting laws, or should
it remain a clear picture of the operation, based
on what are known in the profession as “gen
erally accepted accounting principles?”
Most will agree that Congress intended
to have tax laws conform to generally accepted
accounting principles, but many changes have
been made since its inception.
The January 1954 issue of the Journal of
Accountancy published the full text of a re
port which the American Institute’s Committee
on Accounting Principles for Income Tax
Purposes had directed to the Committee on
Ways and Means of the House of Representa
tives, which was preparing the 1954 amend
ments to the Internal Revenue Code.
In this report the committee pointed out
various problems then in existence on which
it desired consideration for members of the
profession and the business community as a
whole. This report placed emphasis on the
fact that the majority of differences in tax
accounting and generally accepted accounting
principles were in the area of when certain
types of revenue and expenses are recognized
in tax accounting in contrast to when they are
recognized in accounting theory. The result of
this difference was that business organizations
either had to keep, in effect, two sets of books
or make elaborate reconciliations between their
accounting records for tax purposes and those
used for general business purposes.
Certain of the suggestions commented upon
in that report were alleviated by the 1954
amendments, and others have been affected
by later amendments and interpretations of
the Code. However, many of these differences
still exist.
In this year, 1962, the American Institute
of Certified Public Accountants, in the Ac
counting Research Study Number 3, entitled,
“A Tentative Set of Broad Accounting Princi
ples for Business Enterprises,” noted on the
cover page: “This research study is published
for discussion purposes. It does not represent
the official position of the American Institute
of Certified Public Accountants.” In the
August 1962 issue of the Journal of Account-

ancy, the president of the Institute, Mr. John
Queenan has called on the profession to con
sider this research study and Study Number
1 “The Basic Postulates of Accounting” criti
cally but constructively and offer their views
and criticisms in a constructive manner.
Accounting principles are a growing, con
stantly evolving body of knowledge of the
profession which will continue to change as
the economy of our country and the world
changes. This growth and change is a practi
cal and purposeful thing. What would this
profession, or any profession, be if it could
not, or would not, change. Yet, just because we
as a profession do not have a “permanent” set
of accounting principles, it should not mean
that the principles by which we and the other
taxpayers of this country compute our taxes
should not conform as nearly as possible to
those principles that have been established
by the accounting profession.
Many of the principles and pronouncements
of our profession have been formed because
of the solutions which accountants have had
to devise to solve certain requirements of busi
ness transactions which have been affected by
Federal income tax interpretations. Today
significant and material business transactions
cannot possibly be undertaken without care
ful preliminary study of the impact of Federal
taxation.
For example, Dr. Sidney Simon in a recent
article regarding the Lease-Option Plan con
cluded that many problems arise from failure
on the part of parties to the contract to com
prehend the hazards which exist and which
can be avoided by careful consideration of the
plan before it is put into effect.1
Accounting and taxable income are not the
same, and due to certain economic, social or
political factors they may never be the same.
Accounting income results from a comparison
of revenue and expense, and is significant by
its comparison with other firms and other ac
counting periods within the same firm. Agreed,
taxable income is similar, with recognition
given to certain, “awards and deterrents” as
authorized by our tax laws. The pressures
1Simon, Sidney L. “The Lease-Option Plan—Its
Tax and Accounting Implications,” The Journal of
Accountancy, April 1962, P. 38-45.

placed upon Congress by court interpretations,
certain income or political groups, and by def
erence to the demands of the economy of these
modern times has often counteracted the
changes that have been created in an attempt
to bring about conformity of these “similar”
recognitions of the result of business operations.
Many of these differences result from ac
celeration of income or delaying of expenses
for tax purposes. By this method the govern
ment does not receive any more revenue, it
just obtains the revenue earlier. In a period
of increasing tax rates, these differences would
result in a lower tax payment by the taxpayer,
and vice versa in a period of decreasing rates.
The differences in income tend to fall into
four classifications as follows:
1. Items which constitute taxable income
which are not included as income in the
income statement.
2. Items included as income in the income
statement which do not constitute tax
able income.
3. Charges made against income in the
income statement which are not de
ductible for tax purposes.
4. Items deductible for tax purposes which
are not shown as a charge against in
come in the income statement.2

Now, let us look at some specific examples
of the differences in the application of prin
ciple and tax accounting law that are common
in many income tax returns prepared today.
The Institute Accounting Terminology
Bulletin Number 2, dated March 1955, de
fines revenue as follows: “Revenue results
from the sale of goods and the rendering of
services and is measured by the charge made
to customers, clients, or tenants for goods and
services furnished to them. It also includes
gains from the sale or exchange of assets
(other than stock in trade), interest and
dividends earned on investments, and other
increases in the owners’ equity except those
arising from capital contributions and capital
adjustments.”
In the 1962 Accounting Research Study
Number 3, previously mentioned, the research
committee is still in agreement with this defini
tion with the exception of a distinction be
tween “revenues” and “gains,” in that certain
items such as gains from the sale of assets,
other than inventory, the increase in the cur
rent value of inventories and the settlement
of liabilities for less than book value are con
sidered as “gains” instead of “revenue.”
2Johns, Ralph S., “Allocation of Income Taxes”
Journal of Accountancy, September 1958, P. 41-50.

Here we find several examples where tax
accounting is not in agreement with this
definition. For instance, Section 451 of the
1954 Code says, “The amount of any item of
gross income shall be included in the gross
income for the taxable year in which received
by the taxpayer, unless, under the method of
accounting used in computing taxable in
come, such amount is to be properly accounted
for as of a different period.” You will note, this
sections says “. . . method of accounting used
in computing taxable income,” not “method
of accounting used in computing income,”
therefore amounts which are in effect paid for
future services without restriction on the use
of the funds by the recipient are income when
received, notwithstanding the possibility of a
refund. An example, an advance rental, royalty
or bonus received upon execution of a lease is
includible in gross income in the year received
when the use of the funds are not restricted,
even though the payments are returnable if
the terms of the lease are unfulfilled.
An example, in the Harold Bell Co. case,
“advances” received by a taxpayer from a
related corporation to enable the taxpayer
to acquire real estate for the related corpora
tion (lessee) constituted prepaid rental and
taxable income in the year received because
the taxpayer entered the “advances” as pre
paid rentals on its books, and they were not
earmarked for any specific purpose and could
have been used for any corporate purpose.3
Another example, the Supreme Court has
ruled that prepaid tuition fees received by
a dancing school could not be deferred over
the period lessons were taught.4
Again from the Institute Terminology Bul
letin Number 2, “The terms net income or net
profit refer to the results of operations after
deducting from revenues all related costs and
expenses and all other charges and losses
assigned to the period.” Here we get into the
aforementioned discussion as to when items
are expense.
Section 462 of the 1954 Code said, “In
computing taxable income for the taxable year,
there shall be taken into account (in the discre
tion of the Secretary or his delegate), a reason
able addition to each reserve for estimated
expenses to which this section applies.”
Section 462 of the 1954 Code was repealed
by P.L. 74, 84th Congress in 1955. With
3Wakely, Maxwell A. H. Journal of Accountancy,
November 1956, “A Re-Examination of the 1954
Code,” P. 55-59, Harold Bell Co. TCM 1955-103.
4Schlude, M. E. (Sup. Ct.) 61-2 USTC par.
9518.

repeal of this section, the rules applicable
under the 1939 Code as to additions to re
serves for estimated expenses are now appli
cable under the 1954 Code. The result of
this has been the consistent refusal of the
Commissioner and the Tax Court to recognize
accounting reserves set up for advertising, an
ticipated legal expenses, allowances for freight
charges, trade discounts, cash discounts on
accounts receivable, and reserves for bonuses
to officers. Accordingly, when reserves are set
up on a taxpayer’s records, the expenses and
losses may usually be deducted only in the
accounting period when they actually accrue
and are chargeable to the reserve. Deduction
of allowances for bad debts however, are per
mitted by a special statutory provision under
Code Section 166.
Accounting theory has long held that organi
zation expenses of a corporation are a perma
nent asset since they benefit a concern over its
entire life, and the life of a corporation is
usually perpetual. The code, however, at Sec
tion 248, allows the election to amortize these
expenses ratably over a period of not less
than 60 months beginning with the month in
which the corporation begins business.
In theory, the pricing of an inventory re
quires the assignment of the proper values to
the proper quantities of all inventorial cost
elements. The inventory method chosen by a
firm, however, often depends upon the tax
considerations involved in the various methods.
Depreciation is frequently different for tax
purposes than for financial reporting. This
difference arises through items capitalized for
tax purposes only, amounts disallowed as
expense by revenue agents in examination of
prior years’ returns, and through differences
between rates used in computing financial in
come and those allowable by the Internal
Revenue Service.
This difference between depreciation rates
used points up a feature in our profession,
in which we occasionally do not follow the
best professional approach to our own theories.
How often we find, since more liberal de
preciation policies have been allowed for tax
purposes, that companies tend to use these
accelerated rates. If management decision, sup
ported by adequate studies of the asset struc
ture and use, can reasonably support the
accelerated double declining balance method,
or one of the other liberal methods of depreci
ation, then that method should be used for
both financial and tax reporting. However, if
previous depreciation methods in use, more
clearly portray the “march of assets to the
scrap pile,” then the financial reports for the

company should portray the proper depreci
ation method.
When different accounting principles are
used for financial reporting than are used
in accounting for tax purposes, we find our
selves in the field of income tax allocation. In
this area there have been recommendations for
income tax allocation, partial tax allocation,
and for no tax allocation.
There is a long history of this discussion
dating from the Institute’s Accounting Re
search Bulletin Number 44 in 1954 and there
are still many articles in current accounting
publications, each of which carries convincing
arguments for each author’s interpretations. It
appears that there will be much more discus
sion of this problem before the profession
resolves this issue.
It is only reasonable to acknowledge that
you were aware of differences in tax account
ing and accounting theory before I started
this discussion, and I have, as I stated earlier,
only touched upon a portion of these dif
ferences. Some discussion as to what the pro
fession can do to assist in the alleviation of
these differences will be the conclusion of
this subject.
The profession has in the past, and will
continue to co-operate with the Internal Reve
nue Service in the development, and simpli
fication, wherever possible, of the mechanics
of the administration of tax laws. Also, the
profession will, through its official organiza
tions, continue its efforts to see that the com
mittees of Congress are made aware of the
need of conformity between tax law provisions
and general accounting theory.
In addition, the American Institute has de
veloped committees within its structure which
have worked for years on long-range tax policy.
These committees and sub-committees are
working not on the mere technical variations
between tax law and accounting theory, but
are seeking solutions to the philosophy of tax
ation as a whole.
Individuals in the profession have in the
past often quickly adopted changes in the
Internal Revenue Code as “generally accepted
accounting principles” and the need for ad
herence to the professional interpretation of
these principles is evident. If we do not con
tinue to maintain strict adherence to account
ing principles, we will find our profession
continuing to be further influenced by tax
laws and court interpretations of these laws.
Therefore, we as individuals should by every
reasonable means at our disposal, clearly re
flect the principles adopted or recommended
by the profession, and then make the neces
sary adjustments to comply with taxation laws
(Continued on page 12)

Plan - Prepare - Survive
By: Lourene W. Anderson
Cleveland Chapter A.S.W.A.

When disaster strikes, the survival of busi
ness depends on survivors. It will also be de
pendent on records, current, well chosen, ade
quate, safely stored and in a form available for
use by persons who may not be familiar with
the business. Otherwise, years of labor will
be lost, and the very existence or continuity of
the business may be at stake.
Records should be so planned, that in the
event of fire, flood, or explosion, the company,
or individual companies will be quickly ca
pable of resuming production. These records
should outline the perpetuation of manage
ment; the current assets of record; plans for
resuming plant operations; meeting payrolls; a
list of suppliers of materials that are most
likely to be able to fill your needs; the person
nel available to do what is needed: and such
other items as are pertinent to the business.
Survivors are most important. Urge the em
ployees to prepare themselves, to help them
selves at home or away from home. Help them
to meet the individual requirements for sur
vival, for at least two weeks in case of a
nuclear bomb explosion, without dependence
on outside assistance. Consideration should be
given to the fact that personnel may not be
around because they may be heeding evacua
tion advisories. The answer may be assigning
emergency functions to the employees; designa
ting employee reporting centers after a disaster
with appropriate records at these centers; or
arranging pools of employees of your own and
other companies, capable of carrying on func
tions of any or all of the several businesses.
The sequence for starting up the various proc
esses should have priority. This is the time
that all persons may be pressed into services
they have never done before, in order to meet
the immediate need. Here, office personnel,
executives, and laborers may be working side
by side to clean up debris, to prepare a place
to work in, doing jobs that are the most es
sential at the moment.
A defense manual to explain safeguards,
standby equipment, and the procedures for the
use of stored records, following a disaster,
could minimize the consequences. The records
or material stored according to the procedure
outlined would enable an emergency task force
from company offices outside the disaster area
to conduct the business. Tests could be made
of the effectiveness of such a program any time
before a disaster by conducting the business
from this outside area using the stored records.

Automation, data processing programs, and
calculating and adding machines are in such
common use that it could be a real problem to
carry on your business, unless alternative sys
tems are outlined that can be adapted to a
machineless interval. Indeed a test run in the
office of computing, adding, etc. the necessary
amounts to record the business activities for
a day, or a week, may be literally a most valu
able asset, with surprising results too.
Functional plans, outlining the area of re
sponsibilities, the persons responsible, would
be the first step in a well planned program.
Defense manuals providing information regard
ing a company’s disaster plans and the specific
responsibilities of emergency units and des
ignated management should be distributed to
the proper personnel.
Suggested defense items or records to be
filed in emergency headquarter vaults are:
(1) Lines of succession: all divisions and
plants.
(2) Masters for all treasury and account
ing forms.
(3) Copy of organizational manual and
charts: all divisions and plants.
(4) Copy of key personnel roster: list of
clerical and retired employees, their
addresses and occupations: job de
scriptions and supervisors. These lists
should also show any experience or
skill in any other field than the job
they are doing for the company.
(5) Copies of federal civil defense act,
emergency headquarters manual.
(6) Emergency procedures for treasury
and accounting department.
(7) A large country, county, and state
road map.
(8) The corporate seal, charter, if a
corporation, and stock issued records,
or partnership agreement.
(9)
Supply of emergency checks.
(10) Copy of letter(s) of arrangement with
banks(s) for special accounts.
(11) As large a supply of stationery,
pencils, and erasers as will be needed
for weeks, or months, or as available
storage room will allow. Carbonless
paper would be convenient to have.
(12) Tables of rates and hours, discounts
and extensions, a slide rule, in the
event machines are not available,
would be worth the space. A small
hand calculator or adding machine
could be a life saver.

(13) Vital industrial records and docu
ments important to the continuation
of the business should include writ
ten descriptions of manufacturing
processes; engineering designs and
blueprints; vital legal documents;
list of patents and pertinent informa
tion thereto; how to start up various
processes.
(14) Outline of emergency financial pro
cedures. Money may be needed
promptly following a disaster, for
wage payments, cash advances to
employees, to pay for vital and nec
essary equipment, etc. Banking ar
rangements should be made for
drawing company funds, and be
developed in advance. Bank ac
counts, preferably two, at least, of
an unrestricted nature, should be
kept at scattered locations, also pref
erably within a radius of 50 miles
to 300 miles.
(15) Reasonable amounts of cash at the
alternate company headquarters or
in the storage vaults may be desir
able.
(16) A current summary of contracts
(carbon copies) to be used in briefing
such customers when they contain
“Penalty Clauses” or “Time Limits”
or are vital to the continuance of
businesses of other survivors.
Continuity of records is important from the
tax standpoint. Some records are required by
law (i.e., employee withholding statements),
but sufficient evidence to support claims for
loss and to provide the proper “proof” are dic
tated by common sense. Invoices, bills, vouch
ers and receipts are some of the records to be
protected. You need to take care of records per
taining to government contracts, or work being
done under subcontract which have schedules
and prices to be met by the prime contractor.
Records of capital assets showing date of
purchase, cost, depreciation taken, of unusual
business expenses, of business losses, inventory
losses or damage are required by every or
ganization providing financial assistance cover
ing losses due to a disaster. Inadequate records
could mean delays and possibilities of not re
ceiving this financial aid when needed. Loss
from a casualty or theft must be determined
on an adjusted basis of the value of the prop
erty just prior to the casualty of theft. This
adjusted basis is the original cost, all improve
ments, depreciation and prior losses taken re
sulting from other casualties.
Should your business be such that it can be
continued soon after the casualty, attention
should be given to available communications:

micro-wave systems, walkie-talkie; or priority
telephone service.
To repair the property damage, plan, if it be
best to rely on commercial repair shops, or your
own emergency repair crews; the need for
portable equipment, such as pumps, gas or
diesel powered generators, or the use of alter
nate production machinery and/or standby
power. Maybe deconcentration of production,
key departments, or smaller segments assures
your continuity.
In our thinking of war catastrophe as
casualty, sabotage and espionage demands
protective measures to eliminate this danger.
The many steps an industrial plant can take,
include fencing the area, adequate protective
lighting, guard or watchman services, pass and
indentification systems safeguarding all classi
fied security information. Report to the FBI
any suspicion of sabotage, espionage or sub
version.
An organized, timed, and supervised evacua
tion plan should include priority of departure
for operating and maintenance personnel, for
an orderly plant shutdown. Remember there
never will be definite assurance of a specific
amount of warning time. In time of disaster,
through coordination with other neighborhood
facilities and your local government, assistance
in the form of equipment, materials and per
sonnel can be provided to one another.
The accountant can give valuable service,
because, in his unique position, he is able to
advise his clients of the need for this planning.
He could tell them of the plans others are
developing. He should know the new materials
and tools to use for their record keeping. One
such item brought to my attention told of a
new method of information storage, which has
been developed, that uses a pattern of tiny
interlacing dots on a specially prepared photo
graphic film, and a sieve-like mask, to record
up to 100 full size printed pages—one on top
of the other—on the same sheet of film. He
should acquaint himself with the problem of
record storage, the hazards of micro-film nega
tives, the permanency of machine made copies.
He should be able to advise his clients which
records to be kept in code, which original
records should be protected, which records
should be carbon copies, so that these vital
records are properly kept and available in the
form that would be most useful.
It will be the continuity of our business
that will mean a continuity of our “individual”
way of life, its high standards, its fullness.
Planning and executing designed measures as
sure the continued functioning, or rapid res
toration to functioning, of the essential ele
ments of one’s own and the national economy.
Early and comprehensive assessment of dam

age is vital, so that each level of government
can design, construct and maintain in operating
conditions, systems capable of providing rapid
and reasonably accurate estimates of the de
gree of damage from the attack effects, espe
cially radiological contamination, and what has
survived the attack that will be useful for
recovery.
Time is not unlimited, and time that passes
without plans to insure that preservation of our
national economy, should attack occur, only
adds to the practical difficulty of achieving
national security.
If we do our work well, keep growing, keep
the “Fabric” strong; if we do our jobs well;
be interested in world affairs; join groups that
have voice; if we acquaint ourselves with
choosing proper representatives in the govern
ment; in the end this will contribute greatly to
our surviving.
Survival will be possible if we are prepared.
We will be prepared if we plan. So let us plan,
prepare and survive.

with the Treasury Department a tax con
troversy involving dealers’ reserves was
not practicing law.

After this case was analyzed in the May
1961 issue of the Journal of Taxation, the
article summarized as follows:
“It would be a mistake to infer that this
indicates a change in attitude of the Cali
fornia court from the Agran doctrine
since the two cases are clearly distinguish
able on their respective facts. * * *
Nevertheless, Zelkin does exemplify an
appreciation by the courts of the fact
that where matters of apparent com
plexity are involved in negotiations with
the Internal Revenue Service their resolu
tion is not presumably to be considered
as involving the ‘practice of law.’ ”
With proper coordination between a client’s
alert tax accountant and competent tax coun
sel (the latter having sought the cooperation
of a competent C.P.A.), millions of tax dollars
are saved as a result of proper timing of
transactions, proper casting of the form of
transaction, and proper assertion of rights
which would have escaped attention in the
every-day routine.
Another factor not to be overlooked is the
subject of privileged information. A lawyer
has the legal right of keeping tax files and
confidential information out of the Internal
Revenue Service’s hands. This privilege is
not enjoyed by an accountant and is a very
important consideration in investigations which
smack of criminal charges.
The proper education of the individuals in
business as to their tax duties as described
above should minimize or eliminate forever
the serious conflicts between the professions
and should allow more time and energy to
be devoted to the application and practice of
tax law.

(Continued from page 6)
the ultimate decision is ignorant of the respec
tive values which each of these two professions
have to him?
This training will be the most important
contribution an individual can make to the
success of his business, be he head of a busi
ness, a member of the policy making group,
head of a department related to the business’s
financial structure, or an employee in any of
these departments.
An outstanding example of the consequences
of effective cooperation between a client and
a careful competent counsel may be dem
onstrated by a comparison of the Agran case
which came before the California courts in
1954, and the Zelkin4 case which was also
litigated in California in 1961.
(Continued from page 9)
Agran, a C.P.A., lost his case and was
unable to collect his fees from his client.
as set forth by the Congress and interpreted
The court held that the services he
by the Courts.
rendered before the Treasury Depart
To close I would like to give you a quota
ment concerning a tentative carry-back
tion from the article “Accounting as a Social
adjustment claiming a net operating loss
Force,” by Arthur M. Cannon in the Journal
was illegal because such services con
of Accountancy of March 1955, “Income tax
stituted the practice of law by one not a
ation has been most important in the de
licensed member of the Bar.
velopment of accounting, but the opposite is
Zelkin, a C.P.A., won his case and was
also true: the development of accounting has
entitled to collect his fee. The court held
been absolutely essential to the development
that the services he rendered in settling
of income taxation.”
4Zelkin vs. Caruso Discount Corp., et al., No.
704-525, SC L.A. County, Calif., aff’d Dist. Ct.
From a paper presented at the Joint Annual
Meeting, New York City, September 1962.
App., 2nd Civ. No. 24663, 186 ACA 875.

Tips for

Readers

S. Madonna Kabbes, C.P.A.

THE ACCOUNTING PROFESSIONWHERE IS IT HEADED? edited by John
L. Carey. American Institute of CPAs, New
York, 1962. Page 164.

This book summarizes the results of five
years of study by the Committee on LongRange Objectives. Much of the material con
sists of quotations from articles published by
committee members during the period the
study has been in progress. The editor explains
the positions taken are tentative, and that he
hopes members of the profession will express
their comments and criticisms to guide the
committee in its future planning.
Three questions are posed as a background
for the discussion:
1—What is accounting and where is it
going?
2—What are certified public accountants
and where do they want to go?
3—How can they get there?

In considering the first, the accounting
function is defined as “the measurement and
communication of financial and economic
data.” The importance of the accounting
function for internal purposes seems to vary
directly with the degree of complexity of the
management problem; for external purposes
the extent of industrialization of the economy
seems to control. The auditor, whether internal
or external, performs an important role in the
exercise of the accounting function. As de
mands increase for economic data to be sup
plied to various external groups, the “attest”
function of the auditor serves to establish the
reliability of such data.
The importance of CPAs developed rapidly
following the industrial revolution in England,
when the concept of “accountability of man
agement to stockholders,” and the need of
financial reporting passed upon by experts, was
recognized. In 1896 New York passed the first
certified public accountant law. Now such laws
exist in all states. In passing such laws the
states are exercising their police powers, and
endeavoring to protect the public welfare by
identifying accountants as those professionally
competent to offer their services to the public.
Trends indicate the attest function of the
CPA will be extended as society becomes more
highly industrialized, ownership of corpora
tions is more widely diversified, and private
industry continues to operate under highly
competitive conditions. The need for effective

communication of financial and economic data
increases as society develops more interrela
tionships among its many units. It is natural
that the CPA, having established the vital
characteristic of independence, should be called
upon to lend creditability to such communica
tions. If the attest function is to be successfully
fulfilled in all areas of communication, standards
of measurement satisfactory to both the user
and the issuer must be defined.
Tax practice and management services
represent two areas in which CPAs are being
called upon to render additional services to
clients. While at present a CPA in preparing
a tax return is not exercising his attest func
tion, the fact that his competence in such
matters is known, seems to place greater re
sponsibility on him than on others who per
form similar services.
Consultation on various phases of financial
matters has long been included in the man
agement services CPAs render to clients. Now
such services are being extended to include
systems and procedures, the design of inven
tory and production control methods, as well
as the newer areas of electronic data proces
sing and operations research.
Is the CPA who serves as a management
consultant and also performs the audit main
taining his independence in relation to his
client? This question can be resolved if the
CPA will determine in advance that his con
sultation and advice in the management areas,
will produce results falling within limits ac
ceptable to him as an auditor. It is also well
to remember that all the work of the CPA, if
challenged, must stand the test of review by
his fellow practitioners.
If the CPA is to be trained to assume these
increased responsibilities, many changes in the
educational program seem indicated. The In
stitute has recognized the need to outline “the
common body of knowledge” which all CPAs
should have, and is sponsoring a research proj
ect to study this problem. Important progress
has already been made in outlining the training
to be provided by the formal educational
process, integrated with that secured on-thejob, and continuing educational programs,
there is much to be accomplished.
Variations exist in the various jurisdictions
particularly in the areas of admission require
ments, codes of professional ethics, and inter
state practice. In most countries, other than
the United States, such standards are set by
professional societies operating under royal

charter or under legislative action. The diver
Financial records were first kept by owners
sity of standards existing in the United States so they could benefit from past experiences.
acts as a detriment to the entire profession. When businesses grew, owners and managers
Such conditions will have an increasing impact separated and financial records became a
as the practice of accountancy takes on a more method of checking upon the managers’
international aspect. The AICPA is the only capabilities. Now the pendulum has swung
national organization of the profession, and full arc and accounting is aimed once more
serves as the forum where members may meet towards furnishing management information.
and discuss policy decisions which will de Throughout all, accounting has been utilitarian
termine the shape of the profession of the in nature and intent; theory has been pragma
tic.
future.
Out of these historical developments, the
If accountancy is to attain professional
status, a body must be organized with the authors attempt to determine why and how
authority to consider all aspects of existing the basic pattern of accounting was formed.
problems, to make important policy decisions, The development and the rationale behind the
and to put such decisions into effect on a development of account categories, the pro
national basis. A plan to coordinate the efforts cedures of recording and the method of sum
of the state societies with those of the In marizing are sought in the needs of the time
stitute was inaugurated in 1940. While rela of development.
The study does not stop with the turn of the
tions between such organizations have been
pleasant and co-operative, much remains to be century nor, is it limited to the development
done, if the structure of the profession is to of general procedure. The same methods of
be designed and controlled in a manner most analysis applied to the evolution of the sobeneficial to members, clients, and the general called double entry method are used to
examine the outgrowth of a body of theory
public.
of external reporting and professional re
ACCOUNTING THEORY: CONTINUITY sponsibility. Current controversial areas are
AND CHANGE. A. C. Littleton and V. K. introduced and examined for “threads of con
Zimmerman, Prentice-Hall, Inc., New Jersey, tinuity.”
Accounting has continued to exist over the
1962.
centuries because it has continued to be use
In the preface of this rather small book, the ful. Accounting has been useful because it has
authors state their beliefs concerning the right been able to change, to evolve, with the de
ful place of accounting theory: 1) theory mands of the times. The future of accounting
should be an integral part of accounting edu rests with its ability to provide useful informa
cation; 2) accounting practice and theory tion. Accounting is no more than an aggregate
of those practicing the art; therefore, the
should be developed simultaneously; and 3)
future of accounting is dependent upon the
accounting literature should contain a study
ability of accountants to meet the demands
of the development of theory. So believing,
placed upon the financial records.
the authors set forth on their search for the
“It is beyond definite determination to what
“thread of continuity extending through the
degree
a conscious knowledge of background
centuries of accounting history which furnish
a continuing demonstration of the relation of circumstances and antecedent ideas can in
ideas to conditioning circumstances and the fluence later accounting beliefs and actions.
relation of known actions to motivating needs.” Yet, because of the wide availability of a
A knowledge of and an appreciation for the growing technical literature, current account
threads of continuity of theory is an invaluable ing thought and actions may draw much from
aid in the formulation of accounting method the ideas accumulated through the past experi
ence of many people than is consciously
ology.
realized.”
The quest begins with an inquiry into the
Submitted by M. G. Winborne
reasons for the development of a methodology
Asst. Prof. of Accounting
for maintaining financial records. Historical
Arlington
State College
facts given in this book can be found else
Arlington, Texas
where (and in greater detail); the interpreta
tion given to the history of accounting is new.
Past practices are examined to discover rea
Two out of every three users of third class
sons (theory) which probably motivated the mail are small firms doing a total business of
development of practice. This line of examina less than $500,000 per year. One half the
tion allows the authors to seek out those ideas money they spend for advertising goes into
which have continued through the centuries, postage.
albeit modified to meet changing conditions.
—Admin. Mgmt. (Oct., 1961)

Comment and Idea Exchange
Marion E. Davis

COMPUTERS CAN BE DANGEROUS!
Like Frankenstein’s monster, which turned
on its creator, electronic computers could
quite easily strangle the kind of human in
genuity that made them possible. So said
Arthur K. Watson, president of IBM World
Trade Corp., in addressing 2500 accountants
from 55 countries in New York City for the
Eighth International Congress of Accountants,
September, 1962. Watson, was not trying to
undermine his own business, (IBM is the
world’s largest maker of computers) but was
merely reminding his audience that manage
ment decisions themselves ought never be left
to electronic brains.
So fast and accurate can computerized
controls become, Watson said, that they can
be misused and become an “instrument of
stultification in business.” “People need elbow
room,” warned Watson, calling on accountants
to accept the moral responsibility for the effects
of the systems they design on the lives of
people.
Watson’s warning was clear: Companies
succumb to the temptation to use computer
controls tyrannously are going to stifle the
kind of independent thinking on which all hu
man achievement has been based. Moral: A
tool is only as good as the man who uses it.

THE FRENCH HAVE A CARD FOR IT
The ultimate in automatic shopping is the
punched card system now being used by a
French discount supermarket. The shopper
takes a card from a rack for each item pur
chased, and at the checkout counter slides
the batch of cards into a computer which
produces a printed, fully itemized invoice.
Besides providing records for the customer and
the store, the system has reduced the aver
age transaction—from selection to payment—
to about four minutes.
RISING COSTS
Cost of keeping a salesman on the road
soared to an all-time high. Average mileage
cost per car is now 8.91 cents compared with
8.22 cents in 1960 and 7.72 cents in 1957.
FRINGE BENEFIT
The following classified advertisement, one
of many, appeared in “The Accountant” pub
lished weekly in London, England: “Chartered
Accountants in Holborn area (staff ten) re
quire assistants with initiative having at least
two years’ experience. Luncheon vouchers and

good salary according to experience.” Have we
been missing a fringe benefit?!!

HOW TO UNLEASH YOUR CREATIVE
POWERS
Lack of self-confidence is one of the most
serious blocks to creativity. Fear of failure, fear
of criticism, fear of disapproval, anxiety about
self-esteem are other barriers. The first step
on the road to greater creativity is a willing
ness to do something “different,” to think along
lines that invite criticism. Creativity challenges
that which is accepted and established. Your
creative talents may be hampered because you
are unwilling to face resistance and possible
discouragement.
POINTS TO PONDER FROM
PREVIOUS ISSUES
Accountants can render a service to their
clients and to our economic system by helping
to educate the public as to the meaning of the
information shown on statements received from
their brokers.
—October 1962

The criteria of the problem resulting from
the influence of price level changes on ac
counting seems, therefore, to be more than
just an intellectual volleyball to be batted
back and forth and not allowed to touch the
ground. It is a problem of considerable im
portance to business management, as well as to
the accounting profession, the investors and
the government.
—August 1962
“Keen top management has found the prac
tice of holding conferences with representa
tives from the sales, accounting and production
departments acts as a clearing house for use
ful information and ‘know-how.’ ”
-June, 1959
“Reports that communicate effectively to all
levels of management stimulate action and
influence decisions.”
—December, 1961
“The most important basis of the account
ant’s legal responsibility is the contractual
relationship that exists between the accountant
and his client.”
—December, 1961

Training Meets Individual Needs
Each IAS training program is “tai
lored to fit” the needs of the individual.

This is accomplished through the IAS
elective plan embracing 240 compre
hensive study assignments, covering a
wide range of accounting and manage
ment subjects.
After general accounting principles
have been mastered (40 assignments),
each IAS Diploma Course student
selects the 50 elective assignments
which will be of greatest immediate
benefit.
The IAS electives currently avail
able (with the number of comprehen
sive study assignments indicated) are:
Basic Auditing (10)
Public Auditing (20)
Internal Auditing (20)
Basic Cost Accounting (10)
Advanced Cost Accounting (20)
Corporation Accounting (10)
Corporation Finance (10)

Business Statistics (10)
Management Control (20)
Economics (10)
Office Management (20)
Accounting Law (10)
Federal Income Tax (10)
CPA Coaching (20)
Later, under the famed IAS Life
Scholarship Privilege granted without
charge to graduates of the 90-assignment IAS Diploma Course, the addi
tional 150 elective assignments are
made available, one elective at a time.
With such a broad curriculum at his
command, the IAS student can pro
gress directly to his short-term train
ing or job objective, and can then
broaden his knowledge of accounting
and management through study of
additional advanced electives, as the
need arises in his business career.
The school’s 24-page Catalogue A
is available free upon request. Address
your card or letter to the Secretary,
IAS . . .
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